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IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR
APPROVAL OF ITS PLAN FOR STRANDED
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APPROVALS, AUTHORIZATIONS AND
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) DOCKET NO. E-01933A.98-0471
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On August 21, 1998, Tucson Electric Power Company ("TEP") tiled its Application for

Approval of its Plan for Stranded Cost Recovery and for Related Approvals, Authorizations and

Waivers ("Application"). Schedule 3 of the Application was not included because it contains

confidential information. TEP hereby tiles a redacted version of Schedule 3.

RESPECTFULLY SUBMITTED this 25th day of August, 1998.

TUCSON ELECTRIC POWE

BradleyS. caabll
Counsel, RegUlatory Affairs
Legal Department - DB-203
220 West Sixth Street - P.O. Box 711
Tucson, Arizona 85702

By:

Original and ten copies of the foregoing
filed this 25th day of August, 1998, with:

Arizona Corporation Commission

DOCKETED
Docket Control
ARIZONA CORPORATION COMMI SSION
1200 West Washington Street
Phoenix, Arizona 85007

'INC 2-5 'ma
27
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Copy of the foregoing hand-delivered
this 25th day of August, 1998, to:

Jim Irvin, Commissioner - Chairman
Renz D. Jennings, Commissioner
Carl J. Kunasek, Commissioner
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Jerry L. Rudibaugh, Chief Hearing Officer
Hearing Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Paul Bullis, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Ray Williamson, Acting Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing mailed
this 25th day of August, 1998, to:

C. Webb Crockett
Fennemore Craig
3003 N. Central Ave., Suite 2600
Phoenix, Arizona 85012-2913

Michael Block
Goldwater Institute
201 N. Central, Concourse
Phoenix, Arizona 85004
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Michael A. Curtis
2712 N. Seventh Street
Phoenix, Arizona 85006-1003

Rick Gilliam
Land & Water Fund of the Rocldes
Law Fund Energy Project
2260 Baseline, Suite 200
Boulder, Colorado 80302
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Patricia Cooper, Esq.
Arizona Electric Power Cooperative
P.O. Box 670
Benson, Arizona 85602

Vincent Hunt
City of Tucson, Dept. of Operations
4004 s. Park Ave., Bldg. 2
Tucson, Arizona 85714-0000

Suzanne Dallimore
Antitrust Unit Chief
Department of Law Building
Attorney General's Office
1275 W. Washington Street
Phoenix, Arizona 85007

Russell E. Jones
P.O. Box 2268
Tucson, Arizona 85702

Norman J. Furuta
Department of the Navy
900 Commodore Dr., Bldg. 107
P.O. Box 272 (Attn: Code 90C)
San Bruno, CA 94066-0720

Timothy M. Hogan
Arizona Center for Law in the Public
Interest
202 E. McDowell Rd., Ste. 153
Phoenix, Arizona 85004

Michael M. Grant, Esq.
Gallagher & Kennedy, P.A.
2600 N. Central Avenue
Phoenix, Arizona 85012

Robert S. Lynch
340 E. Palm Lm., Suite 140
Phoenix, Arizona 85004-4529

Christopher Hitchcock
P.O. Box 87
Bisbee, Arizona 85603-0087

Walter Meek
Arizona Utilities Investors Assoc.
P.O. Box 34805
Phoenix, Arizona 85067
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Barbara Klemstine, MS 9909
Arizona Public Service Company
P.O. Box 53999
Phoenix, Arizona 85072-3999

Doug Nelson
7000 n. 16"' St., Suite 120-307
Phoenix, Arizona 85020
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Craig A. Marks
Citizens Utilities Company
2901 N. Central Ave., Suite 1660
Phoenix, Arizona 85012-2736

Betty K. Pruitt
ACAA Energy Coordinator
Arizona Community Action Assoc.
2627 North 3rd., Suite 2
Phoenix, Arizona 85004-1103

Dan Neidlinger
Neidlinger & Assoc.
3020 n. 17*" Drive
Phoenix, Arizona 85015

Michael Rowley
Calpine PowerServices Co.
50 W. San Fernando
San Jose, California 95113

Greg Patterson
RUCO
2828 N. Central Ave,. Suite 1200
Phoenix, Arizona 85004

Lawrence V. Robertson Jr.
Munger Chadwick PLC
333 N. Wilmot, suite 300
Tucson, Arizona 85711-2634

Lex Smith
Michael Patten
Brown & Bain PC
2901 N. Central Avenue
Phoenix, Arizona 85001-0400

Albert Stedman
Arizona Consumer Council
2849 East 8th Street
Tucson, Arizona 85716

Ken Saline
K.R. Saline & Associates
160 N. Pasadena, Suite 101
Mesa, Arizona 85201-6764

William Sullivan
Martinez & Curtis, P.C.
2716 N. 7111 Street
Phoenix, Arizona 85006

Steven M. Wheeler
Thomas L. Mum aw
Snell & Wilmer
One Arizona Center
Phoenix, Arizona 85004
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Schedule 3

Estimate of Unmitigated Stranded Costs
la§wv8)

Al Ce pkg.
I 1.

la4\; *,*\r

"I 2 -»8£'=-5 V*

The following tables set forth a summary calculation of the c0mp&\i@'Zisti§a9&1

of stranded costs and a range of assumptions regarding plant value:
Wx *

[THIS INFURMA TION IS CONFIDENTIAL AND WILL BE PROVIDED, IF

APPROPRIATE, PURSUANT TO THE TERMS OFA PROTECTIVE

A GREEMENT]

MARKET ANALYSIS

States and public utility commissions that have adopted regulations and/or legislation

promoting reta il electr ic competit ion have genera lly required some form of divest iture of

generating assets as a prerequisite to stranded cost recovery. The two-step auction process has

been the preferred method for utilities disaggregating generating assets. The Auction process is

designed to attract a broad interest from entities interested in investing in generating assets as

part of their long-term business strategy. Those entities include affiliates of U.S. and foreign

utilities, independent power producers, and power marketing companies. There has also been an

increase in joint ventures between fuel suppliers, power marketers and owners of unregulated

generating plants to structure fuel supply, output and financing transactions to shift market risk

to parties better equipped to accept and manage such risk. Entities typically seek to acquire

generating assets: i) as part of a strategy to be a more significant generating company in new

markets; ii) for use in power trading activities; and iii) as part of a marketing efforts 'm strategic

locations. In emerging competitive markets,  merchant plants that have flexibility to provide

capacity and energy as well as the ability to unbundle various ancillary services to sell into the

market are attractive to potential purchasers.

86315:



The value of the Company's generating assets M11 be determined by bidders based on

expected filature market prices for power, the operating characteristics of the assets and views as

to the characteristics of a competitive marketplace. There is very little history to use as a guide

to forecasting. As a result, bidders are likely to have divergent views as to the price of power

and ancillary services, as well as the ultimate operation of the market. Therefore, the range of

bids on the Assets may be significant, which is an incentive to encourage entrants into the

auction in the hope of taking advantage of the potential variation in pricing.

The announced transactions to date are presented in Table 1. The transactions have

primarily been in California and the Northeast, where restructuring initiatives were among the

first to be introduced and adopted. The announced transactions have been followed by a number

of auctions that are currently in progress or are scheduled to begin by the end of 1998 or early

1999. These are listed in Table 2.
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